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American Institute of Accountants 
Library and Bureau of Information 
SPECIAL BULLETIN NO. 5 
September, 1920 
[The Committee on Administration of Endowment authorizes the 
publication of special Bulletins, of which this is one, on the distinct 
understanding that members are not to consider answers given to 
questions as being official pronouncements of the Institute, but merely 
the individual opinions of accountants to whom the questions were 
referred. It is earnestly requested that members criticise freely and 
constructively the answers given in this or any other Bulletin of this 
series.] 
FILM EXCHANGES 
Q. 1. Which is the more practical way to keep books in a film ex-
change, cash basis or accrual basis? 
2. When do you consider the rental of film earned, when contract: signed 
or picture played? 
3. What would you consider the average percentage of income aggre-
gating in eight months received in the first, second and third months, if such 
an average percentage could be established for say, one star picture, two 
star picture, etc.? 
4. Which is the better method of depreciating picture when books are 
kept on accrual basis? By spreading the cost in uniform amounts over a 
period of one year, nine months, eight months, or by spreading the cost in 
uniform amounts and judging each picture on its merits? 
5 In cases where pictures are written off in equal periodical terms is 
it advisable to apportion the income received in the same ratio; for instance, 
if a picture is written off in eight months or equal amounts, would it be 
advisable to take in the income one-eighth of the income received as earned, 
next two months two-eighths, etc.? 
I would appreciate very much to have the opinion of fellow accountants 
as soon as possible and not have to wait until it is printed in the official 
bulletin, as it is a case of urgent call with me. 
A. ( 1 ) In a film exchange the customers pay in advance with very 
few exceptions. This advance takes two forms, one being treated as a 
deposit to be absorbed at the conclusion of a contract for one or more 
months, and these are set up as customers' deposits. The other form of 
advance payment is payment at the beginning of the week for specific pic-
tures to be used in that week, and the customers are usually debited with 
those pictures at the beginning of the week at the same time the cash is 
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received. Accounts receivable from exhibitors are practically worthless in 
most cases. 
(2) We consider the rental of film earned when the service is rendered; 
it is stated above that payment is received at an exchange at the beginning 
of the week for film to be used during that week, but it is only at the end 
of the week that the exchange reports to its head office and the rentals are 
taken up as earnings. 
(3) The question is not clear, but if it means that of the income received 
in the eight months, what percentage is received in the first two and three 
months, this can be stated positively only for pictures that are released in 
series and are of the ordinary five-reel kind. The figures are given below. 
If, however, only one or two pictures are to be released as mentioned 
in this letter, the resulting earnings cannot be forecast. 
(4) The accrual basis is clearly academic in this case; the cost should 
be written off at the rate that the earnings are received, that is to say, that 
if the earnings for the first month are 29 per cent of the total earnings that 
the picture may be expected to get, then 29 per cent should be written off 
in the first month. The table below shows that it is a matter of very little 
consequence whether a picture is spread over one year, eight months or 
eight years, inasmuch as the 95 per cent of the entire value is absorbed in 
the first year. 
(5) The manner of writing off suggested here is so incorrect that it 
would be useless to attempt to find any method of distributing earnings to 
correct the error. 
Weeks in Use Residue Exhaustion 
4 68 32 
8 49 51 
12 39 61 
16 33 67 
20 29 71 
24 2 5 ½ 74½ 
28 2 0 ½ 79½ 
32 1 6 ½ 83½ 
36 1 3 ½ 86½ 
40 11 89 
44 9 ½ 90½ 
48 8½ 91½ 
MERCHANDISE IN TRANSIT 
Referring to Special Bulletin No. 4, page 5, in regard to merchandise in 
transit, the library has received the following comment: 
We concede that it is unnecessary to include in the balance sheet the 
purchases still in transit and the per contra liability, but we cannot agree 
that goods actually received should be entirely omitted from the balance 
sheet. 
I feel that the point raised is quite a technical one and does not call for 
a special replv. 
Your correspondent evidently considers the reference to the item in a 
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special comment on the balance sheet, instead of including it among the 
figures entering into the balance sheet totals, as an exclusion from the 
balance sheet. We do not so view it, however, as we feel that the important 
thing is to have the information brought to the attention of those receiving 
the balance sheet. In fact, viewed from one standpoint, it really comes out 
more definitely and intelligently by stating it in the manner suggested than 
it would if simply merged with the other balance sheet items. 
The essential thing is to have the facts stated, and this the treatment of 
the item in the way suggested certainly accomplishes. 
DEPARTMENT STORE PERCENTAGES 
The following table was sent to the library: 
Mark Up 
Silks and velvets.. . . . . . . . 43.05 
Linings 43.15 
Ready to wear 54.54 
Waists . . . . . . . . . 36.00 
Wash goods . . . . . . . . . . . 46.76 
Draperies 44.58 
Linen . . . . . . . . . . . . . . . . . . . . . 42.50 
Misses' clothes 40.21 
Petticoats . 35.20 
Hosiery . . . . . . . . . . 36.55 
Rugs 40.14 
Bedding 40.53 
Knit underwear 4045 
Gloves 37.00 
Corsets 42.63 
Laces 50.44 
Chiffons 4578 
Embroideries 60.00 
Neckwear 46.58 
Trimmings 60.00 
Veilings 48.19 
Handkerchiefs 36.64 
Drugs 41.98 
Leather goods . . . . . . . 42.31 
S t a t i o n e r y . 43.19 
Jewelry 50.00 
Parasols 39.89 
Woolen dress goods 50.39 
Millinery 55.85 
Ribbons . . . . . 49.56 
Paper patterns 43.56 
Toys 42.59 
Notions .. 40.66 
Boys' and men's clothing 36.93 
Art needlework 50.00 
Hair ornaments 50.00 
Men's furnishings 39.13 
Muslin underwear 39.50 
Sweaters 42.22 
Infants' wear 41.10 
Art goods and pictures 44.53 
Hairdressing parlors . . 53.14 
Barber shop 
Selling 
Expense 
5.59 
7.78 
4.33 
4.93 
9.81 
9.12 
5.90 
6.33 
4.26 
6.13 
9.52 
8.34 
5.46 
7.95 
9.75 
12.01 
4.98 
17.45 
8.11 
9.29 
7.94 
7.90 
7.63 
7.03 
14.11 
7.69 
12.01 
7.77 
7.89 
11.49 
18.31 
12.55 
10.70 
5.95 
775 
7.41 
6.89 
5.82 
5.56 
5.09 
8.72 
41.52 
57.38 
Gross 
Profit 
36.13 
34.69 
27.72 
31.51 
35.89 
42.51 
36.00 
21.51 
28.07 
33.85 
30.88 
38.85 
36.12 
36.27 
39.8o 
49.23 
43.33 
40.42 
48.31 
46.99 
46.39 
36.09 
40.15 
37.51 
44.99 
35.61 
36.74 
44.13 
41.24 
43.01 
40.74 
40.07 
40.95 
20.19 
44P7 
39.55 
33.81 
29.70 
35.97 
31 .31 
34.80 
82.06 
100.00 
Turn 
Over 
1.58 
1.56 
5.30 
6.49 
1.50 
.85 
1.29 
4.15 
3.66 
2.03 
1.61 
1.19 
1.39 
1.44 
2.46 
.62 
1.91 
.40 
2.31 
1.06 
2.41 
1.68 
1.44 
1.64 
1.70 
1.24 
1.91 
1.30 
3.20 
.95 
1.11 
1.08 
2.46 
1.84 
1.60 
.99 
1.78 
2.16 
2.43 
1.41 
1.26 
1.33 
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BASEMENT STOCK 
Suits 49.79 
Coats 32.01 
Skirts 34.98 .. . . 
Dresses . . . . . . 39.10 
Furs . . . . 50.00 1.69 
Millinery 51.08 32.82 
Suits 45.51 .. . . 
Coats 46.03 .... 
Skirts 38.76 
Dresses 46.72 
28.58 1.40 
24.93 1.95 
25.73 1.20 
24.95 1.83 
39.29 1.12 
45.44 7.04 
12.05 3.65 
22.15 2.14 
20.60 2.08 
26.95 3.40 
35.98 1.84 Book average 43.10 7.26 
MOTOR BUSES 
Q. A client of ours is establishing a line of motor buses between this city 
and one about 40 miles away. They propose to charge on a mileage basis 
and to pick up passengers at any point, and it is their intention to handle all 
their own repairs. 
As they have asked us to install a system which will enable them to get 
a good vision of their business, we thought the Bureau of Information might 
be able to furnish us with some general information that might be of 
assistance. 
A. The accounts which need to be established in order to show the opera-
tions of motor buses are comparatively simple. 
Assuming that the company has its own garage the principal division of 
the accounts would be substantially as follows: 
Garage operations 
Vehicle operations 
Maintenance 
Other expenses 
Under garage operations the following subdivisions might be made: 
Salaries garage office 
Wages garage 
Light, heat and power 
Garage supplies 
Under vehicle operations the following subdivisions are suggested: 
Salaries operating office 
Drivers' wages 
Starters' wages 
Gasoline 
Lubricants 
Tires 
Under maintenance, if the work is done by the company, the accounts 
can either be kept so as to show repairing each particular vehicle, or they 
can be kept under general classifications of labor, materials and expenses, 
and each of these accounts can be subdivided to whatever extent is advisable. 
Other expenses that will probably be incurred will be rent, insurance, 
licenses, injuries and damages and general expenses, such as salaries of 
officers and office force and all of the expenses incident to the administration 
of the business. 
Accounts will need to be established, of course, to cover reserves for 
depreciation and obsolescence. 
The usual general accounts showing the financial condition of the com-
pany would have to be provided, but, as heretofore noted, the reports show-
ing statistics of various kinds are the most vital features of the accounting 
system. If cars of different makes are used it is very desirable to know 
the cost of repairing the various kinds of cars, the consumption of gasoline 
per mile, the time laid up for repairs and other information along such 
lines. 
There must be a system of reports covering the starting of the cars, the 
collection of fares, the hours worked by the chauffeurs, care of equipment, 
etc. For this data see London's Tubes and Buses, by Walter Jackson, in the 
Electric Railway Journal, Oct 11, Nov. 1, 1919, pp. 708-14, 816-23. 
DEPRECIATION—ICE INDUSTRY 
The following percentages to cover wear-out depreciation (not obso-
lescence) have been accepted by ice manufacturers. These figures are based 
on first cost of the property: 
For wooden natural ice houses and wooden storehouses... 
Ice house and harvesting and hoisting machinery, including con-
veyors, hoists, merrimacs, basin saws, etc., and power plants 
for same, elevators 
* Machinery of steam-driven manufacturing plants 
Machinery of electric-driven manufacturing plants 
Frame buildings 
Brick buildings 
Concrete buildings 
** Horses 
Harness 
Wagons and other horse-drawn veh ic l e s . . . . . . . 
Automobiles 
Motor trucks . . . 
Sundry delivery equipment 
MOTOR TRUCKS 
Q. It is desired to know what the best practice is in respect of burden 
distribution in automobile manufacture. 
The particular business I am interested in is motor truck manufacture. 
It is largely an assembling plant, the principal units being purchased 
outside. The present output is 15 or 20 trucks per month. 
There is a complete machine shop connected with the plant, but no 
foundry. Castings are purchased outside and completed in the machine shop. 
* In case of bad water this figure to be increased up to 7.6 per cent as a maximum. 
** In case of the Southern States, where a different grade of vehicle and horse is 
used, these figures become 20 per cent for horses and 20 per cent for vehicles. 
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Machine shop work is done on many of the purchased (semi-finished) parts. 
Also the plant comprises a wood-working shop, the principal uses of which 
are pattern making and cab manufacture. 
The preponderance of labor is in the machine shop—say 4 to I as. com-
pared with the assembly department. The per hour rate is at present in use 
throughout. 
The output consists of several models varying in price, say from $2,500.00 
to $4,500.00 (selling prices). 
What methods would be advised in connection with the following: 
1. Basis for distribution of departmental burden 
2. Basis for, distribution of general factory burden 
3. Basis for distribution of administration expenses, etc . 
4. Basis for distribution of selling expenses? 
A . The library has received the following replies to your inquiry in 
regard to recommendations for distribution of the overhead expenses of a 
motor truck manufacturer: 
1. BASIS FOR DISTRIBUTION OF DEPARTMENT BURDEN: 
This distribution may be made upon the direct labor values or upon the 
cost of direct labor, preferably the former. 
2. BASIS FOR DISTRIBUTION OF GENERAL FACTORY BURDEN: 
The general factory burden should be distributed directly, where pos-
sible, and indirectly by prorating to the several productive departments, and 
adding to the product on the basis of the hours of direct labor or cost of 
direct labor. 
3. BASIS FOR DISTRIBUTION OF ADMINISTRATION EXPENSES, E T C . : 
If these expenses are of a strictly administrative character, and have 
no direct bearing upon the manufacturing processes, it is not customary to 
include them in the cost of the product, but to, deduct them from the gross 
profits of the month or period in which the expenses are incurred. 
4. BASIS FOR DISTRIBUTION OF SELLING EXPENSES: 
The same remarks apply to this group of expenses as to the administra-
tion expenses. 
1. BASIS FOR DISTRIBUTION OF DEPARTMENT BURDEN: 
A. In the automotive industry—motor car, truck, tractor and airplane 
engine building—the direct labor is a large and constant factor of the prime 
cost, and the best results appear to have been obtained by distributing the 
departmental burden upon the direct labor percentage method. The direct 
labor is considered a good index to the final cost of the job. It is used 
frequently by the administrative management in contract bids, estimates, 
etc, even where time studies rather than labor cost records are taken as a 
basis for predetermined cost. The large number of bench operations and 
hand assembly work in an automobile machine plant usually make the use 
of the machine rate burden distribution impracticable. Ordinarily, and 
especially where the wood-working shop is under the same management as 
the machine assembly shops, the direct labor percentage method can be used 
advantageously. 
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2. DISTRIBUTION OF GENERAL FACTORY BURDEN: 
The general factory burden should be distributed directly to the depart-
mental burden accounts whenever possible. The distribution to departments 
can be made upon a special basis for each classification or kind of general 
factory burden, i. e., general supervision charges according to direct labor 
totals in departments; rent, light and heat according to the amount and 
advantage of location of the floor space; depreciation and insurance ac-
cording to the volume of the assets in the departments, etc., etc. 
3. DISTRIBUTION OF ADMINISTRATIVE E X P E N S E S : 
Administration expenses are most frequently distributed over the total 
factory cost of each job upon the theory that the plant management: should 
be charged with the cost of operations only to the extent of the operations 
under their control. 
4. DISTRIBUTION OF SELLING E X P E N S E S : 
Selling expenses are quite generally distributed to the various products 
upon the basis of relative sales value. In the automobile industry this basis 
appears proper and fairly accurate, because much of the selling expense is 
comprised of commissions and salaries paid salesmen, and is based upon the 
money value of the sales. 
BREWERIES 
Q. We are desirous of obtaining information relative to the proper 
amount of depreciation to be written off on the buildings and equipment of a 
brewery, and are taking the liberty of writing to you to ask if you can 
advise us where this information may be obtained. 
Perhaps if we stated the problem with which we are confronted it might 
give a better idea of the exact information desired. A corporation was 
organized in 1913 for the purpose of taking over and consolidating five small 
independent breweries. A new plant was constructed which commenced 
operations in 1914, at which time three of the small breweries were shut 
down; two of which were subsequently wrecked and the buildings and 
machinery sold. The remaining one of the three plants, after standing idle 
for a number of years, was rented to a rice milling company, the equipment 
having been removed and sold for scrap. The remaining two plants were 
operated for a short time but, on account of the higher manufacturing costs, 
were finally closed with the exception, however, of portions of the plant, 
which were used simply as a storehouse for the distribution of the beer 
manufactured at the new plant. The rates of depreciation on these aban-
doned plants and the amortization of certain of the properties have been 
disallowed by the internal revenue department in. connection with an income 
tax investigation. 
We are desirous of obtaining any information available which can sup-
port the practice adopted by this company of increasing the rates of de-
preciation on these abandoned properties over the normal rate previously 
in effect. 
Briefly, the information which we desire is as follows: first, the rates 
of depreciation which are ordinarily used in connection with the buildings 
and equipment of breweries; second, the rates of depreciation which should 
be used in connection with the plants which have been abandoned and which 
in some instances were subsequently wrecked and the property sold, i. e., 
the approximate increase over the normal rates which should be allowed 
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for abandoned properties; third, the effect which the passage of prohibition 
laws would have upon the amortization of the old properties used as store-
houses. 
A. The library has received the following answer to your question: 
I am in receipt of your letter asking for certain information relative to 
the proper amount of depreciation to be written off on brewery buildings and 
equipment. It seems to me that the following schedule should be about 
correct under normal conditions. 
RATES OF DEPRECIATION—BREWERY BUILDINGS, MACHINERY AND EQUIPMENT 
Buildings, brick construction. 2% to 3% 
Plant and machinery 10 
Plant and machinery, bottling department. 20 
Vats, casks, etc. 10 
Barrels and kegs 25 
Wagons l2½ 
Auto trucks 20 
Automobiles (small cars used by salesmen, solicitors etc.) 331/3 
Live stock 10 
Harness 10 
Office furniture and fixtures 10 
Storage houses, frame construction 10 
Brick construction 3 
Bottles and boxes—the loss on bottles and boxes under normal 
conditions averages out about $1.00 per barrel, but local 
peculiarities may make it necessary to increase or decrease 
this figure. 
Regarding the depreciation in connection with plants which have been 
abandoned it would seem that the salvage value should be worked out, and 
the difference between the original cost of the property less the depreciation 
to date and the salvage value ought to be written off as a loss. 
There is really no question of rate of depreciation in this case, but rather 
the determining of the value of the equipment at the time it was abandoned. 
Where the property has been sold there should be no difficulty in deter-
mining this and getting the treasury department to agree to write off the 
loss, because scrap or salvage value is definitely determined by selling price. 
Where the property is abandoned and no sale made the treasury depart-
ment might take the stand that there is no way of determining the salvage 
value until the sale is made. Each question of this kind would certainly 
have to be considered separately on its own merits. 
Regarding the effect of the passage of the prohibition law upon the 
amortization of the old properties used as storehouses, the parts of the 
properties that were used for storage purposes were certainly not abandoned, 
and the difference in the use they were put to probably did not affect the 
depreciation, but if the beer stored there was not salable after the passing 
of the prohibition law, it would seem that these buildings could be considered 
abandoned just like any other parts of the property. 
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